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JAPANESE COMPETITION IN WORLD TRADE 


ESS THAN 15 years after the defeat of Japan in World 

War II, and the loss of her empire and “co-prosperity 
sphere,” she has emerged as a formidable competitor of 
her former enemies in international trade. Japan is at 
present enjoying a business boom of unprecedented pro- 
portions, with her national output increasing faster than 
that of the United States. The slower rate of expansion 
in this country has been attributed in part to a marked 
change in the American position in world trade, accom- 
panied by a steady worsening of the country’s interna- 
tional balance of payments. 


The end of a period in which the United States in effect 
financed the rebuilding of war-torn Western Europe and 
Japan appeared to be signalized at meetings in Washington 
of the free world’s three great international financial in- 
stitutions—International Bank for Reconstruction and De- 
velopment (World Bank), International Finance Corpora- 
tion, and International Monetary Fund—at the end of 
September. Secretary of the Treasury Robert B. Ander- 
son appealed to the assembled finance ministers and gov- 
ernors of central banks for action to redress the imbalance 
of U.S. international payments. If the deficit accumulated 
over the past two years were not reduced by increased 
takings of American exports, he said, other measures would 
have to be considered to prevent continued draining of U.S. 
gold reserves. 


American spending abroad—for imports, foreign aid, and 
private capital investment—now exceeds this country’s in- 
ternational receipts by about $4 billion a year. Due to rising 
competition from reconstructed Japan, West Germany and 
other countries of Western Europe, imports to the United 
States exceeded merchandise exports in the second quarter 
of 1959. This was due in part to obstacles raised against 
American goods by countries whose own exports to the 
United States were rising sharply. 
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Representatives of the 37 nations signatory to the Gen- 
eral Agreement on Tariffs and Trade (GATT) met at Tokyo 
a month after the gathering of international financiers and 
monetary experts at Washington. Under Secretary of 
State C. Douglas Dillon urged them, in an address Oct. 26, 
to remove trade barriers against dollar goods, and to termi- 
nate all quantitative restrictions on imports from the 
United States. The controls in question were introduced 
in the early postwar period by war-damaged countries suf- 
fering from shortages of dollars—shortages which made it 
difficult or impossible for them to import needed American 
goods. The restrictions were required by the imperative 
necessity to cut down on imports and to check losses of for- 
eign exchange. Some of the highest barriers against for- 
eign goods, and American goods in particular, were those 
raised by Japan. 


ATTACKS ON JAPAN’S IMPORT CURBS AT GATT MEETING 


Japan’s postwar foreign trade pattern is that of a pri- 
marily industrial country importing food and industrial 
raw materials and exporting manufactured products. Pre- 
war Japan could count on its empire for most of the needed 
foodstuffs and raw materials, and for markets for her man- 
ufactured goods. For example, rice from Korea and For- 
mosa made Japan independent of extra-empire supplies of 
food staples. After loss of her possessions in World War 
II, Japan’s importation of foodstuffs from the dollar area 
caused a heavy drain on the country’s exchange reserves 
of gold and dollars. Food accounted for a quarter of the 
value of Japan’s total imports in fiscal 1955. 


To justify their close control of imports the Japanese 
have been wont to cite the uncertain nature of their coun- 
try’s postwar economy, which must depend on imported 
raw materials, and Japan’s long-term obligation to make 
heavy reparations payments. Economists are generally 
agreed, however, that in the long run expansion of Japan’s 
exports is essential to the country’s economic growth, if 
not to its survival. And a prerequisite to increased export 
of manufactures is industrial expansion involving import 
of capital equipment and raw materials. 


Japan’s restrictive import policy has now been challenged 
in view of her rising industrial production, improved ex- 
port trade, and mounting surplus of foreign exchange. The 
government of the United States maintains that Japan and 
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other nations which are no longer losing gold or foreign 
exchange can afford to remove or reduce import curbs on 
U.S. products, and thus uncover profitable openings for 
American export trade. Under Secretary of State Dillon’s 
role as head of the U.S. delegation at the GATT meeting in 
Tokyo climaxed a long campaign by American officials in 
which several countries including Japan have been pressed 
to remove restrictions on American goods, on the ground 
that the existing barriers can no longer be justified.’ 


THREATS OF RETALIATION IF TRADE BARRIERS REMAIN 


The most outspoken warning of the danger to Japan of 
discriminatory restrictions on imports was given, Nov. 9, 
by Henry Kearns, U.S. Assistant Secretary of Commerce 
for International Affairs. He said the Japanese, holding 
foreign exchange reserves of $1.2 billion, were inviting 
retaliation by obstructing the sale of a wide range of Amer- 
ican products in their market while rapidly increasing 
their exports to the United States. 


Kearns cautioned against any return to the past prac- 
tice of flooding the United States market with cheap prod- 
ucts in a narrow range, thus causing difficulties for Amer- 
ican manufacturers of similar products. And he recom- 
mended that Tokyo abandon any plan to seek an increase 
in present quotas on cotton goods shipped to this country.? 


Finance Minister Eisaku Sato indicated on his return to 
Tokyo from the Washington meeting of international finan- 
ciers that some early relaxations of Japanese import rules 
could be expected. And Nobuhiko Ushiba, Japanese dele- 
gate to the GATT meeting, pledged, Oct. 31, that Japan 
would abolish discriminatory restrictions against ten classes 
of commodities from the dollar area by Mar. 31, 1961, at 
the latest.2 Assistant Secretary Kearns was not satisfied 
with Ushiba’s promise of future action. He said that “all 
discriminatory restrictions should be removed immedi- 
ately”; that this step was “absolutely essential.” Two days 


1 After a meeting of the West German and Belgian foreign ministers at Bonn, Nov. 
13, a spokesman of the German Foreign Office made the welcome announcement that 
“the United States can now expect from its European allies an end to all discrimi- 
nations against dollar imports.” Bonn’s economics minister, Ludwig Erhard, had 
said earlier “I must confess I fully understand the attitude of the United States.” 

2 President Eisenhower, on recommendation of Agriculture Secretary Benson, asked 
the Tariff Commission, Nov. 11, to study the question whether a fee on imports of 
cotton textiles is needed to prevent interference with the government’s price support 
program for raw cotton. 

® The commodities mentioned were scrap iron, copper and alloy scrap, pig iron 
scrap, Philippine timber, gypsum, soybeans, fat, lard, cowhides, and abaca fiber for 
rope-making. The United States has been a major supplier of all of these commodi- 
ties, with the exception of timber and rope fiber. 
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after Kearns had spoken, the Japanese minister of inter- 
national trade and industry, Hayato Ikeda, announced that 
four classes of imports from the United States and the 
Philippines—copper and alloy scrap, gypsum, timber, cow- 
hides—would be freed from dollar exchange allocations in 
January. And, “at the earliest possible moment,” six other 
categories of imports would receive similar treatment. 
Quantitative limitations are to be kept, however, for all 
ten commodities. 


The speech of Under Secretary of State Dillon, Oct. 26, 
had included a call for complete implementation of the 
GATT agreement by termination of special discriminatory 
restrictions by other countries against Japan as well as 
against the United States. Although Japan was legally 
admitted to GATT membership, Sept. 10, 1955, fourteen of 
GATT’s 37 member states, including Great Britain, France 
and other important trading nations, have not yet agreed 
to Japan’s affiliation and still deny her full benefits under 
GATT. These nations have discriminated against Japan by 
invoking Art. 35 (the so-called escape clause) of the GATT 
agreement to avoid extending most-favored-nation tariff 
treatment to the Japanese.‘ 


Governments accused of discriminating against Japan in 
trade have countercharged that Japan maintains trade bar- 
riers as high or higher than their own. In addition, the 
countries resorting to Art. 35 of the GATT agreement assert 
their need of protection against a flood of cheaply produced 
Japanese goods. 


Japan’s Leap Forward to Prosperity 


A VIGOROUS EFFORT to modernize Japan’s industrial 
structure and obsolescent plant has characterized the coun- 
try’s economic operations since 1955. Japanese economists 
consider their present economy to be only “semi-advanced” ; 
they point to obsolescent factories in many branches of 
industry and to wide economic fluctuations as presenting 
problems still to be solved. Wataro Kanno, Director Gen- 
eral of the Japanese government’s Economic Planning 


* Under the most-favored-nation clause any tariff concession granted to one nation 
is automatically extended to all others with which the nation granting the concession 
has most-favored-nation agreements. 
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Agency, last July urged “further modernization of the 
nation’s economic structure in order to maintain a stabil- 
ized growth of the Japanese economy.” 


Japanese industry in 1956-57 splurged in a sudden and 
unprecedented investment boom. Much of the investment 
was made for introduction of new products and new tech- 
nologies. The investment boom brought a sharp increase 
in imports which caused the Bank of Japan’s exchange re- 
serves to dwindle. By January 1957 the international bal- 
ance of payments was showing a heavy deficit. This was 
recognized as a sign of danger by the Bank of Japan, which 
took the defensive step of raising its official discount rate 
in March 1957 and again in May. Premier Nobusuke 
Kishi’s government, earlier in 1957, had instituted an over- 
all deflationary policy, emphasizing a sharp cutback in 
imports, in an effort to improve the international balance 
of payments. 


BENEFICIAL RESULTS OF 1957 AUSTERITY PROGRAM 


The stringent measures resorted to by the government 
and the central bank slowed down the brisk investment 
activity by forcing a drastic reduction in outlays for im- 
ports, mostly of iron and steel products. The sharp decline 
of imports was a major feature of the Japanese recession 
of 1957-58, which had been triggered by the tight money 
policy. Thus the recession is said to have developed as a 
reaction to the previous heavy investment by industry. At 
the same time, industrial modernization helped Japanese 
business to rally from the recession, in the view of the 
government’s Economic Planning Agency. 

The economic recovery came about earlier than expected and 
the price paid for it was relatively small. This is attributable 
to a number of factors such as the psychological effects of the 
early recovery of world economy—especially the U.S. economy... . 
Among the factors, one cannot overlook the effects of the unex- 
pected decline of the prices of imported commodities. The basic 
cause, however, lay in the fact that Japan has been in the midst 
of a reform of industrial structure by technological innovation. 
This factor also served as the driving force that sustained Japan’s 


high economic growth rate and pushed the modernization of 
economic structure throughout the business cycle since 1955.5 


Among factors serving to arrest the Japanese recession 
was the drastic decline of imports in fiscal 1958.6 The 


® Economic Planning Agency, Economic Survey of Japan, 1958-1959 (1959), p. 17. 


* Japan's fiscal year runs from April 1 through March 31 and bears the designa- 
tion of the year in which it begins; e.g., Japan is now midway in fiscal 1959, 
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import drop was due both to a decrease in quantity of 
goods bought abroad and to the fall in world raw material 
prices and ocean freight charges. 


The sharp reduction of imports worked in various ways 
to facilitate recovery. First, it brought about a rapid im- 
provement in Japan’s international payments position. 
The resulting surplus of foreign exchange eased the tight 
money situation, and made it possible for banks to expand 
their loans. The declining costs of importing raw materials 
helped to improve the state of corporation finances. And 
the fall in demand at home was cushioned by the reduction 
in imports. If the decrease in Japanese demand had been 
wholly reflected in a decline of domestic production, in- 
ventory adjustment would have affected the country’s in- 
dustry more severely. Like the concurrent slump in the 
United States, the Japanese recession of 1957-58 amounted 
to a period of inventory adjustment. 


INCREASES IN OUTPUT, EXPORTS, EXCHANGE RESERVES 


The Japanese economy’s rapid recovery from its latest 
recession started in the autumn of 1958 and business 
reached boom proportions beginning in the spring of 1959. 
Conspicuous signs of the general economic improvement 
were new peaks of production in the steel and machinery 
industries; an evident beginning of recovery in the stag- 
nant textile industry; increased exports, especially to the 
United States; and mounting exchange reserves. 


Business Week recently reported that “Although the... 
Japanese expansion followed that of the U.S. by six months 
or so, it already seems to be outpacing our own. ... The 
Japanese gross national product is expected to rise by 11 
per cent or 12 per cent this fiscal year, as against an ex- 
pected 4 per cent to 5 per cent in Britain for calendar 
1959, and 6 per cent to 7 per cent in West Germany.” 7 


Among the major causes of Japan’s notable economic 
progress are the intelligence and the industrious character 
of her people, and their propensity to buy the latest gadgets 
turned out by modern industry. Current Japanese pros- 
perity is generated in part by both a high rate of invest- 
ment and a notable expansion of consumer spending. 


Both the enterprises’ zeal for investment and the consumers’ 
inclination to spend were strong because of the current trend 


- en Free World Sets Pace for U.S.,"” Business Week, Oct. 17, 1959, pp. 
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toward technological innovation and revolution in consumption.... 
The portion of urban workers’ income which was diverted to con- 
sumption ... had tended to decline consistently since 1951, but in 
fiscal 1958 this tendency stopped and a slight increase was regis- 
tered. . . . Thanks to the firm tone of consumption and the high 
level of equipment investment, wage and employment increases 
continued in industries manufacturing investment goods and con- 
sumer goods. ... Thus the overall urban consumption continued 
to rise. . . . The bumper farm crops . . . helped increase farmers’ 
income and consequently boosted the level of consumption in rural 
communities. 


Material standards of living are rising, especially in the 
big cities, where Japanese workers are buying television 
sets, electric refrigerators and other household appliances, 
though sometimes at the expense of an adequate diet. 
Business Week reports that in Tokyo there are “hundreds 
of privately owned passenger cars—something undreamed 
of only a few years ago.” 


A program of family limitation, instituted a decade ago, 
is cited by demographers as having contributed to Japan’s 
economic progress since the war. As a result of legalized 
abortion and intensive efforts to spread the practice of con- 
traception, the country’s birth rate fell from 34.3 per 1,000 
population in 1947 to 17.2 in 1957. Although the birth rate 
inched up to 18.0 in 1958, it is by far the lowest of any Asian 
country.°® 


MAJOR CHARACTERISTICS OF CURRENT BUSINESS BOooM 


The level of Japan’s industrial production climbed sig- 
nificantly during the period January through June 1959. 
The industrial production index for the first six months of 
this year rose by 18 per cent over the corresponding period 
of 1958, to about 177 (1955=100). Actually this gain in 
the all-industries category was wholly due to increased 
production of manufactured goods, because mining output 
declined compared with the like period of 1958. Output 
of machinery, especially electrical machinery, showed the 
largest percentage increase in output, as compared with 
January-June 1958, outstripping all previous records. 


The new production peaks of 1959 were the result of 
heavy investment in plant and equipment, and the strong 
demand for consumer durables. Output of steel was main- 
tained at a high level by strong domestic and export de- 


®Economic Planning Agency, op. cit., pp. 28, 35. 


*“Japan’s Population Miracle—An Asian Solution to Asia’s Greatest Problem,” 
Population Bulletin (Population Reference Bureau, Inc.) November 1959, p. 117, 
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JAPAN’S INDEX OF INDUSTRIAL PRODUCTION 
(1955 = 100) 
Year Allindustries Manufacturing Mining 
1956 122 124 111 
1957 144 146 122 
1958 149 153 114 
1959 (6 mo.) 177 ; 


Sources: 1956-58 figures, Japanese Ministry of International Trade 
and Industry; 1959 figure, U.S. Embassy, Tokyo. 


mand. July 1959 saw new records set for both iron and 
steel, and a further rise in production will be made possible 
by completion of new steel manufacturing facilities. 


One of the encouraging developments in the current 
Japanese boom has been the incipient recovery in the long- 
depressed textile industry. Since World War II the Japa- 
nese textile industry has fared less well than other sectors 
of the economy, primarily because it has failed to regain 
its extensive prewar export markets. The 1957-58 reces- 
sion hit textiles harder than any other major Japanese in- 
dustry. Even after general economic recovery got under 
way in the autumn of 1958, the textile industry continued 
to operate at well below capacity, and was still depressed 
at the end of the year. But i: January-June 1959 textile 
output rose by almost 12 per cent, and production in July 
was 20 per cent above that of July 1958. 


Devastation wreaked by the mid-September typhoon Vera 
may have affected this year’s favorable agricultural out- 
look. Beginning with 1955, Japan has harvested above- 
average rice crops for four consecutive years. The 1958 
yearbook of the Tokyo Institute of World Economy com- 
mented on the uninterrupted bumper rice crops of 1955-57 
as follows: 


It had been said, and substantiated by statistics up to now, that 
this could not happen for two successive years. This fact cannot 
be attributed merely to the weather, but rather it is due primarily 
to the development of agricultural chemicals and rapid improve- 
ments in cultivation methods in general. Therefore, although the 
rice harvests in these three years . . . were bumper crops when 
compared to past records, it is said that ... a crop of this size 
has now become that for a normal year.10 


Because of the four succeeding years of bumper harvests, 
together with a decline in import prices, Japanese imports 


%” The Institute of World Economy, The Japan Annual, 1958, p. viii. 
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of foodstuffs have shown a gradually declining trend. Food 
has thus been eliminated as a factor in the fluctuation of 
Japanese imports. The relative prosperity of Japanese 
agriculture in recent years cushioned the impact of the 
1957-58 recession in some measure and helped to lay the 
groundwork for the country’s present: prosperity. 


Deflationary measures taken by the government and the 
central bank in early 1957, in addition to solving the bal- 
ance-of-payments problem, worked to ward off damaging 
inflation during the ensuing surge of economic growth. 
Wholesale price indexes for both producer and consumer 
goods in June 1959 were still well below the level of 
January 1957. 


Wholesale prices were relatively stable in July 1959 at 
98.6 per cent, based on a 1952 average of 100. The con- 
sumer price index has remained fairly steady since early 
1957, having dropped slightly by May 1959. An advance 
in wholesale and retail prices in August, however, has been 
read as a disquieting sign, tending to suggest that mild 
inflationary pressures are building up. The wholesale price 
index advanced by 1.1 per cent in August, the highest rate 
of increase since September 1956. 


EXPANSION OF U.S. INVESTMENT IN MANUFACTURING 


Rising income and expanding markets in Japan, and in 
other free world countries as well, are attracting direct 
investment of American private capital in Japanese manu- 
facturing. Other basic reasons why U.S. companies have 
opened production facilities there are the trade barriers 
which make it less profitable for American business to 
export to Japan than to operate within the Japanese mar- 
ket, and the high American price-wage structure which is 
pushing up the cost of manufacturing in the United States 
for export.!! 


Many U.S. companies trying to preserve their export 
markets have invested dollars in Japan to set up manu- 
facturing plants producing primarily for markets outside 
the United States. American firms have also licensed 
patents and processes to Japanese manufacturers in ex- 
change for royalties or under profit-sharing arrangements. 
Costs and wages in some Japanese industries are lower 
than in the United States, so certain Japanese manufac- 


™ See “American Manufacturing in Foreign Countries,” £.R.R., 1959 Vol. i, pp. 
463-478. 
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tures can be offered at prices which American competitors 
cannot match with U.S.-made goods. American exporters 
of some products are finding it increasingly difficult to 
compete with opposite number Japanese exporters. 





Japanese Competition in World Markets 





ALTHOUGH the Japanese have long been reputed to be 
low-cost manufacturers, since World War II this has not 
been the case in all industries. Japanese producers still 
hold a competitive price advantage in their traditional ex- 
port commodities, such as silk and cotton textiles, toys and 
certain other specialties. And Japan offers persuasive 
price competition in some postwar lines of light machinery, 
which require proportionately little raw material and rela- 
tively large contributions by craftsmanship. Examples of 
such “labor-intensified” products are business machines, 
home sewing machines, cameras, binoculars, and many 
other varieties of durable consumer goods. 


On the other hand, in many heavy industries Japanese 
firms are high-cost producers, and have real difficulty in 
meeting the prices offered by their principal foreign com- 
petitors. Steel, for example, is in general made less ex- 
pensively in the United States than with the antiquated 
equipment used by many Japanese producers. 


POSTWAR REVISION OF JAPAN’S Export POoLicy 


After World War II and the loss of the empire with its 
market advantages, it was clear that Japan’s prewar pat- 
tern of exports could not be restored. Raw silk, for in- 
stance, which before the war accounted for 11 per cent of 
all Japanese exports, has almost no prospect of regaining 
its prewar position. Export markets for Japanese cotton 
textiles also have suffered sharp contraction. After the 
war, expansion of all possible Japanese exports to all pos- 
sible markets became the nation’s fundamental economic 
problem. The Japanese have made a determined effort to 
solve that problem by changing the commodity composition 
of their export trade. 


Primary emphasis has been shifted from textiles to the 
products of heavy industry and chemicals. Industrial ma- 
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chinery, steel, ships, electronics equipment, cement and 
chemical fertilizers are items postwar Japan has been try- 
ing to sell in the world market. In making the transition 
Japanese manufacturers met stiff price competition from 
other industrial countries able to undersell them partly be- 
cause of the relatively high cost of operating Japan’s out- 
moded heavy industrial plant. Hence the concentrated 
Japanese effort to modernize old production facilities.” 


As in prewar times, textile products are still Japan’s 
leading export commodity, and the corresponding imports 
of textile raw materiais and foodstuffs have comprised the 
chief imports since the war. But the textile share of the 
value of Japan’s total export trade, which averaged 56 per 
cent twenty-five years ago, has shown a declining trend in 
recent years, dropping from 38 per cent in fiscal 1954 to 
about 29 per cent in January-June 1959. Machinery ex- 
ports, which averaged only 6 per cent of total exports in 
1934-36, rose to second place in fiscal 1956, and made up 
23 per cent of the total export value in January-June 
1959." Included in the category of machinery are steel 
ships, rolling stock, textile manufacturing machinery, sew- 
ing machines, bicycles and certain other manufactures. 


In the recession year 1958 Japanese exports fell by 3 per 


cent—more slowly than world trade, as a whole, which 
dropped 5 per cent. An analysis by Japan’s Economic 
Planning Agency attributed the lesser decline of Japanese 
exports to “(1) the progress of industrial modernization, 
(2) the strong competitive strength of labor-intensified 
products, and (3) Japan’s low commodity prices as against 
a trend toward cost inflation which was seen in industrial 
nations.” 14 The study added, however, that the commodity 
composition of Japan’s exports is still centered on prod- 
ucts of light industry, and stressed the continuing problem 
of raising the proportion of heavy industrial exports. 


IMPROVEMENT IN JAPAN’S FOREIGN EXCHANGE HOLDINGS 


Japan’s economic progress since 1955, the first postwar 
year in which the country showed a world trade surplus, 
is reflected by the overall improvement in its foreign ex- 
change position. Japan’s loss of foreign exchange ended 


%2The World Bank announced loans totaling $44 million, Nov. 12, to enable the 
Fuji Iron and Steel Co. and the Yawata Iron and Steel Co. to modernize and expand 
their facilities. 


3 Early figures from the Japanese Finance Ministry's customs clearance statistics. 
Figures for January-June 1959 supplied by U.S. Embassy in Tokyo. 
% Economie Planning Agency, op. cit., p. 31. 
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in the autumn of 1957, since which time international re- 
ceipts have exceeded payments. The Kishi government’s 
financial retrenchment policy was the immediate cause of 
the shift in the Japanese balance-of-payments position 
from one of heavy deficit to one of sizable surplus. 


Four main sources have contributed to the exchange re- 
serves accumulating in Japan: First, surpluses of exports 
over imports. Second, military security forces expendi- 
tures in Japan for special procurement, which are declin- 
ing.5 Third, dollar earnings which accrue from purchases 
in Japan by underdeveloped countries receiving Interna- 
tional Cooperation Administration allocations or other U.S. 
foreign aid funds not tied to purchases in the United States. 
Fourth, foreign capital investment, both public and private. 
The World Bank and the U.S. Export-Import Bank, by Dec. 
31, 1958, had granted Japan credits totaling $227 million 
and $272.4 million, respectively, for industrial development 
including imports of machinery. Investment of foreign pri- 
vate capital in Japan also provides a slowly increasing 
amount of foreign exchange. 


JAPAN’S INTERNATIONAL BALANCE OF PAYMENTS 
(in millions of dollars) 

Receipts: 1955 1956 1957 1958 
Merchandise exports 2,095 2,494 2,819 2,728 
Special procurement : 570 587 529 489 
Invisible trade : 175 255 290 357 


Total receipts 2,840 3,336 3,638 3,574 
Payments: 

Merchandise imports 1,956 2,782 3,347 2,488 

Invisible trade 348 516 588 540 


Total payments 2,304 3,298 3,935 3,028 
Overall balance 536 388 —297 546 


Source: Bank of Japan’s foreign exchange statistics. 


The $546 million surplus of receipts in Japan’s 1958 in- 
ternational accounts reflected a trade surplus which resulted 
from the sharp decline of imports, rather than from ex- 
pansion of exports. Actually, 1958 saw a 3 per cent fall 
in Japanese exports, and an 8 per cent drop in special pro- 
curement receipts, but this was more than offset by a 26 
per cent decline of imports. The rise in Japan’s exchange 


“Included under the head of special procurement earnings are dollar expenditures 
by, or in behalf of, American troops stationed in Japan; expenditures by the U.N. 
command for Korea; certain British expenditures in sterling; and some minor invis- 
ible items providing foreign currency. 
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reserves has continued into fiscal 1959, and holdings stood 
at an all-time high of about $1.2 billion on July 31, 1959. 


“In general, the outlook for the [Japanese] balance of 
payments is favorable,” the U.S. Department of Commerce 
reported in October. “Exports are expected to increase 
and the domestic economy to continue to develop. Special 
dollar earnings, including International Cooperation Ad- 
ministration procurement and Security Forces expenditures 
in Japan, have been greater than expected. Reserves, how- 
ever, are likely to accumulate more slowly in the future 
as imports rise to sustain the economic growth in Japan.” 1 


RISE IN JAPANESE Exports To U.S.; FALL IN IMPORTS 


The business boom of 1959 is based largely on Japan’s 
remarkable success in increasing export trade. Total ex- 
ports are expected to reach a record $3.6 billion this year. 
The country’s export markets fall roughly into two divi- 
sions—the industrially advanced areas of North America 
and Europe, and the underdeveloped regions of Asia, Africa 
and Latin America. Japanese exports to these two broad 
markets are approximately equal in value. Exports to the 
industrially advanced countries have shown a notable in- 
crease since 1955. Even during the recent world recession 
Japanese exports to these countries increased, with more 
than half going to the North American market.’? The 
United States is Japan’s most important single customer 
by far, because of the enormous American purchasing 
power, and because U.S. policy has favored unrestricted 
commerce at a time when most other countries have 
been enforcing controls over imports and foreign exchange. 


A marked reversal of the 1955-57 trend in U.S.-Japanese 
trade took place in fiscal 1958, when there was an increase 
in the percentage of Japan’s exports to the United States 
in relation to its total exports, and a decrease in the per- 
centage of Japan’s total imports originating in the United 
States. In fact, Japanese exports to this country increased 
by about 14 per cent in fiscal 1958 over those of 1957, while 


imports from the United States dropped by about 35 per 
cent. 


Export sales to the United States have registered a very 


%*U.S. Department of Commerce, “General Boom in Japan,” Foreign Commerce 
Weekly, Oct. 19, 1959, p. 4. 


7 Japanese export statistics include Canada, the United States, Mexico and Cuba 
under North America. 
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sharp new rise in 1959. At the present rate, imports of 
Japanese goods this year may reach a record postwar total 
of $1.1 billion, or almost 50 per cent more than in 1958. 
During the first half of fiscal 1959, for the first time since 
the war, Japan was able to achieve a small favorable bal- 
ance in her trade with this country. 


A further increase in sales to the United States is a 
major objective of Japan’s drive to expand her world mar- 
kets. However, the notable success in this effort to date 
has raised some concern in Tokyo. The rapid rise in the 
export of some Japanese goods has resulted in complaints 
by U.S. industry and in movements in this and other coun- 
tries for new restrictions on Japanese imports. 


To assuage complaints of American producers and to 
forestall restrictions on her exports to the United States, 
Japan has taken steps designed to encourage orderly mar- 
keting of her products, avoid overconcentration of exports 
in a few items, and create confidence in the quality of 
Japanese manufactures. Minimum export prices and ex- 
port quotas, as well as domestic quality controls, are 
enforced or supervised by the Japanese government. These 
restrictions have been applied to the items exported to the 
United States which are thought most likely to increase 
in volume.'"® The fact that Japanese exports to the United 
States have steadily expanded notwithstanding such self- 
imposed “voluntary” restrictions, is attributed by Japan’s 
Economic Planning Agency to the great variety of the 
export items. 


Exports TO EUROPE, ASIA, AFRICA AND RED BLOC 


Japan regards the industrially advanced countries of 
Europe as promising future customers for her products, 
although in fiscal 1958 the European market took only 12 
per cent of her total exports. Japanese trade with the 
advanced European countries has steadily increased since 
1953, the year in which the United States won provisional 
admission of Japan to the General Agreement on Tariffs 
and Trade. Great Britain and France have consistently 
withheld the benefits of full GATT membership from Japan, 
but she has been able to negotiate some useful trade 





%* The more important commodities exported to the United States and subject to 
one or more of the Japanese controls are cotton textiles, clothing, plywood, woolen 
and silk fabrics, stainless steel flatware, frozen tunafish, Christmas tree light bulbs, 
sewing machines, cameras, paper hats, canvas shoes, china, iron and steel screws, 
hooked rugs, optical goods, and various sundries. U.S. Department of Commerce, 
“Economic Developments in Japan, 1958,” p. 11. 
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agreements which have had the effect of swelling Japanese 
exports to Western Europe. 


The economies of Western Europe and Japan are not 
conplementary ; each produces many items which are com- 
petitive with the other. Nevertheless, recent years have 
seen a fairly rapid rate of increase in exports to Western 
Europe of representative Japanese products, including 
foodstuffs, wooden items, ceramic wares, and textiles. 
Although exports to France and West Germany fell off 
in fiscal 1958, those to Western Europe as a whole showed 
an increase because of a rise of about 42 per cent in ex- 
ports to the United Kingdom. Substantial quantities of 
canned salmon and other fish preparations accounted for 
over half of Japan’s sales to Britain last year. 


On the other hand, Japanese exports to the underdevel- 
oped countries of Asia and Africa declined in fiscal 1958 
by about 10 per cent. This was because Japan’s customers 
in those countries had less to spend due to the world drop 
in raw material prices and because the cost of economic 
development projects in underdeveloped countries was on 
the increase. 


Most of the Asian-African nations subsist mainly by 
the export of primary raw materials, which are greatly 
affected by fluctuations in world demand. The foreign ex- 
change holdings of these countries deteriorated in 1958 
to the point where their governments were compelled to 
restrict imports, because of the drop in world prices for 
agricultural and mineral products, and because they were 
pushing expensive development programs. Such import 
controls were a blow to Japanese exporters, for the under- 


developed countries had previously been important export 
markets. 


One factor limiting Japanese exports to traditional cus- 
tomers in Asia after 1957 was the rise in Chinese Com- 
munist competition. Another important factor was the 
unilateral suspension of trade relations with Japan by 
Communist China in April 1958. Since 1956 Japan had 
been exporting goods worth some $70 million annually to 
Red China, and in the first quarter of 1958, just before the 
rupture in trade relations, these exports had reached a 
level of about $10 million monthly. As of July 1959, how- 
ever, exports to China amounted to only about $200,000 
to $300,000 a month. 
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Five years ago, when Japan had been running mounting 
trade deficits following the boom of the Korean War years, 
the Tokyo government was under business pressure to 
restore normal trade ties with Soviet Russia and Red China, 
as one way to increase export opportunities. Today, with 
exports at a high level, Japanese businessmen are less 
interested in revival of trade with the Chinese Communists. 


Japan’s trade with the Soviet Union and Eastern Europe 
has never been of large significance. In the past three 
years, however, there has been a marked improvement in 
trade with the U.S.S.R. The two countries have not yet 
concluded a peace treaty, because of a continuing dispute 
over islands north of Hokkaido. But a Soviet-Japanese 
trade agreement signed Oct. 17, 1956, went into effect the 
following December, and diplomatic relations were resumed 
after a lapse of 12 years. Two more annual trade and 
payments pacts have since been concluded between Russia 
and Japan. 


Under the agreement for 1958, signed Dec. 6, 1957, pay- 
ments were to be in sterling and the two parties were to 
give each other most-favored-nation tariff treatment. Japan, 
however, was specifically permitted to withhold goods barred 
from shipment to Communist countries under her agree- 
ments with the United States. The agreement for 1959, 
signed Dec. 4, 1958, set the total value of trade each way 
at $35 million—a 25 per cent increase over 1958. Japan 
was to export fishing boats, machinery, textile and printing 
equipment, iron and steel manufactures, and chemical prod- 
ucts, in return for Soviet wheat, coal, crude oil, and 
manganese and chrome ores.!® 


* An exchange of notes, June 23, 1958, provided for the establishment of a Soviet 
trade mission in Tokyo. 
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REPARATIONS PAYMENTS to Burma, South Viet Nam, 
Indonesia and the Philippines are a continuing burden on 
the Japanese economy. Though compulsory, these pay- 
ments are in effect a form of Japanese foreign aid to under- 
developed Southeast Asia. 


The 1951 San Francisco peace treaty stipulated that 
Japan should enter into separate negotiations with repara- 
tions claimant countries. The first reparations agreement, 
with Burma, was announced Sept. 26, 1954; reparations 
agreements with the Philippines and Indonesia followed on 
May 9, 1956, and Nov. 27, 1957, respectively. Most recently 
—in May 1959—a reparations and loan agreement was 
concluded with South Viet Nam. The long delay in reaching 
reparations settlements with these countries retarded devel- 
opment of Japanese trade with Southeast Asia. 


Reparations to Burma, Indonesia and the Philippines con- 
sist of specified capital equipment deliveries and of financial 
and technical assistance for development projects. Burma 
is to receive a total of $250 million worth of manufactures 
and services over ten years. Besides sending rolled steel, 
electrical equipment and other products, Japan has been 
helping Burma with a large hydroelectric project. The 
Philippine agreement sets up a 20-year program of pay- 
ments to total $550 million—about $520 million in capital 
goods and $30 million in services. 


Up to September 1958 the principal Japanese goods deliv- 
ered to the Philippines were ships, marine engines, aircraft, 
and other heavy equipment. A multipurpose dam and a 
telecommunications net in Luzon are to receive Japanese 
financial and development aid. Under the Indonesian agree- 
ment Japan will pay $223 million worth of reparations in 
12 years, will cancel $177 million of Indonesian trade debts, 
and will extend $400 million worth of economic aid on a 
private and commercial basis. Reparations recently re- 
quested by the Indonesian government consist mainly of 
construction machinery, agricultural tools, ships, and roll- ° 
ing stock. Under the settlement with South Viet Nam 
Japanese obligations total $55.6 million, including provision 
for construction of a hydroelectric power plant. 
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Japan has been devoting considerable attention to long- 
range measures to expand its exports to South and South- 
east Asian countries, particularly to India, Pakistan, Indo- 
nesia, and the Philippines. Ordinary trading methods alone 
have not sufficed to promote increased trade with countries 
whose foreign exchange situation is bad and is unlikely to 
show early improvement. 


The nations to the south are building up their own light 
industries and their demand for Japanese consumer goods 
(i.e. textiles) has been falling. The demand for capital 
goods and technical assistance is on the rise, but the com- 
petitive position of Japanese capital goods still is weak. 
The Japanese are therefore seeking to play a more impor- 
tant role in development of Asian resources by offering 
liberal and long-term financing for industrial development. 
The purpose is to improve the national incomes of the under- 
developed lands, and thereby to increase their capacity to 
absorb Japanese exports. 


Long-term credits are to be granted the Philippines for 
various development projects. A $60 million credit was 
made available to India in 1958, and an agreement to help 
develop Indian iron ore resources has been concluded. This 
year and last, Japan joined with Canada, Great Britain, the 
United States, West Germany and the World Bank in loans 
to India to alleviate her foreign exchange shortage. 


U.S. Under Secretary of State Dillon, addressing the 
America-Japan Society in Tokyo, Oct. 29, said of Japan’s 
aid to less developed nations: 


Reparations payments, your inter-governmental lending, your 
training program, plus the activities of your business people, amount 
to a highly significant contribution and place Japan in the fore- 
front of the battle for development. The Japanese government 
has stated its intention of participating in the International Devel- 
opment Association and, of course, Japan already participates 
actively in regional and United Nations technical assistance activi- 
ties. My government hopes . . . that Japan will continue, in accord- 
ance with its increasing capacities, to share its skills and its 
capital for this great and essential task. 


While the rapid expansion of Japan’s export trade, and 
her invasion of domestic markets, has discomfited pro- 
ducers in Western countries, there is no discounting the 
fact that Japan’s present prosperity and rate of economic 
growth strengthen the free world to meet more dangerous 
potential competition from Russia and Communist China. 
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